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ABSTRACTS 
Traditionally the goal of mass marketing is to create a massive demand 
for products. This is followed by mass production and mass distribution. In the 
past few decades, it not only works but also creates huge profits and intense 
competition. It has produced an ever growing number of excellent products 
and services which many household nowadays just have to have. 
For some companies today, however, the game is changing. They know 
that some customers are very profitable and loyal while others are unprofitable 
and fickle. Database marketing is the utilization of the computer database 
which contains the customers' information like lifestyles and habits, extracted 
and translated into usefUl information for business decisions. Using database 
marketing, marketers no longer looking only at the products they are selling, 
they are looking at the customers they are seeking to serve. The goal of 
successful database marketing is to acquire and retain profitable customers. 
Once the database is developed, marketers are able to use them to see 
customers as distinct individuals, rather than as a part of an amorphous mass 
market. They can increase the profits by studying these variations, and by 
using this knowledge of the customer base to market differently to each 
discernible profit group, for example, the "frequent flyer programs" of airlines. 
iv 
Besides, analyzing tools like data mining can automatically extract hidden 
predictive information from databases for business and marketing decisions. 
Using customer marketing databases which record transactions, 
companies are able to compute customer lifetime value tables which distinguish 
types of customers. They can see what is happening as a result of the strategies 
which they have chosen to implement. Marketers are beginning to understand 
the differences in their customers, and to visualise meaningful customer 
segments. 
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Traditionally, Hong Kong's business firms did not pay much attention to 
marketing. Not much had been done about formulating or implementing 
marketing plans. They believed that "the good products sell themselves" and 
what marketing concepts were was not clear or even not concerned. Besides, 
consumer products demand was greater than supply in the past decades which 
meant that suppliers did not need to face keen competition. Under such "pro-
supplier" atmosphere, it was natural that people seldom concerned about 
“Marketing”. 
In addition, most of the business enterprises in Hong Kong were sole 
proprietors (over 80 percent) and small size business. With a limited capital 
and lack of entrepreneurship, marketing plans were rarely seen amongst them. 
Traditional methods of advertising and promotions like TV commercials, 
newspaper & magazines, radio broadcast, ... etc. were not commonly used 
because of the high cost involved. Therefore, most retail shops just squatted in 
the main streets and then waited for anonymous customers to walk in. They had 
no marketing plan, only some impersonal and local advertising were made in 
order to encourage store traffic. 
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However, as our society grows, competitions become fierce and fierce. 
Today, it can hardly survive without improvement because the worldwide 
economy was deteriorating and more and more competitions were coming from 
the developing countries. Products are just commodities with similar qualities. 
Therefore, there is an increasing need for business to improve and market 
themselves, especially the small business since large firms already had 
marketing departments and marketing professional. 
Thanks to the advancement in information technology, it is now possible 
to perform marketing activities at low cost. Nowadays there are many low cost 
and high performance PCs available in the markets. Besides, the maturity of 
Local Area Network (LAN) technology and the advance in Database 
Management System (DBMS) also help to improve both the capacity and 
processing time for information storage and analysis. All these make database 
marketing, a powerful marketing tool that commonly used by big enterprises, 
now available for small business. 
The foundation of database marketing is the computer database. It is a 
collection of information held on a computer and organized in some logical 
manner. The power of database comes from the ability of the computer that can 
process data in a quick and efficient manner. 
At the heart of database marketing lies the collection of information 
about customers and prospects, their characteristics, tastes, habits and lifestyles. 
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These informations are important because they help marketers to "know their 
customers". Without database marketing, marketers usually "know" their 
customers as a member of some artificial statistical entity. However, database 
marketing allows marketers to "know" a customer as an individual person, with 
a name, living in a house, employed in a job, buying certain products and 
pursuing certain interests. 
Objective 
The objective of this MBA project is to study how database marketing 
can help small to medium sizes firms to grasp the opportunities of doing 
business in Hong Kong. Our focus will be in the retail industry to see how 
firms can increase their competitive edges by getting more tailored-made 
services to their customers. A real life case of retail industry will be studied in 
order to have a more thorough understanding on how database marketing can 
help. We hope that companies can be benefited by: 
• Understanding customers 
.Managing customers services 
• Understanding the market 
• Understand the competitors 
• Managing sales operations 
• Managing marketing campaigns 
• Communicating with customers 
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Due to the limited time and manpower, we will not tempt to implement 
the database and measure the effectiveness of that. What we are trying to do is 
how to have a database design that can maximize the return of the retail shops. 
What should be attended to when designing a database? How to collect data? 
How to start from zero to continue improving? ... We hope that the use of 
database marketing can help the business to understand: 
• Which market sector do customers and prospects fit into? 
• How many customers are there in each sector? 
• What kinds of products do they want/need/buy? 
• What are the most valuable sectors? 
• Who are the key customers in each sector? 
• How profitable are the sectors? 
Approach 
Literature review and primary data collection play the same importance 
in preparing this report. The concepts and logic of database marketing will be 
studied in detail, particularly how a database can help to improve business 
performance and how it is related to marketing. After going through the 
concepts and applications, we will try to apply it to a real life case see how 
database marketing can help to improve customer relations and increase sales. 
We have selected a traditional Chinese-owned bookstore operating books rental 
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and sales business as our target. This bookstore is chosen because it shares 
many of the characteristics of small size, solely owned retail business in Hong 
Kong, and it is also one of the small and solely owned business occupying over 
80 percent of our business sector. The bookstore case will be used to exemplify 
how database marketing can help to improve their competitiveness for the rest 
of this paper. 
The primary data was collected through interviews and participatory 
observations. The interviewee is the sole owner of the bookstore in charging 
the whole business operations and has a full understanding of the business. The 
name of the bookstore Yukee has been falsified as requested by the bookstore 
owner. It is upon a genuine assumption that the bookstore owner provided us 
the tme information and had no intention to mislead the whole interview. 
However, the personal biases were discounted or the viewpoints were discarded 
when there is obvious incompatibility against the facts we had observed. 
This study dedicates no efforts in comparative analysis with companies 
with the same background because of the lack of information. It is expected 
that from the experience of this case study inductive conclusion can be drawn 
upon as reference for traditional, small size sole-proprietorship resorting to the 




There is no lack of database marketing information since numerous 
books and journals have been written on this topic. Indeed, database marketing 
covers quite broad areas from database design to information collection to 
implementing the marketing plans and so on. We are not going to cover all the 
areas of database marketing because it will be too extensive for our project. 
Our literature review will concentrate on areas like: 
1. What is Database marketing and the Loyalty ladder 
2. Building the customer list 
i 
3 • Segmentation of customer list 
4. Planning the database 
5. Using the database 
6. Managing the database 
The first area explains what is database marketing and how business can 
be benefited from it by building up a life long relationship with its customers. 
We will further elaborate on how it maps with the Customer Loyalty Ladder. 
By understanding the essence of database marketing, we then move forward to 
areas like how to identify its customers, both the existing and the potential 
ones, and build up the customer list; how to segment the customer list by using 
different variables. After that, we will touch on how to utilize the database to 
1 
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carry out strategic marketing plans and activities. Finally, we will discuss 
about how to maintain data integrity such as accuracy, quality, security, ... etc. 
and the external factors that might affect to database marketing (government 
legislation,... etc). 
Database Marketing and the Loyalty Ladder 
A database is a collection of information held in a computer and 
organized in some logical manner. It controls the information explosion by 
summarizing the knowledge about the customers obtained from multiple and 
diverse sources and it also helps to gain a full understanding of the strengths 
and weaknesses of the existing business. It is an asset, a changing, growing and 
dynamic list of valuable information for strategic planning. Managers can 
evaluate current and past product lines and/or the services offered by using the 
database. 
Database marketing brings a lot of incentives to managers; for example, 
it is more cost effective because the resources can be spent to the most targeted 
customers. Specialized promotions can be offered to the target only, not 
necessary to make the same offer to others — hence generating a higher retum-
on-investment. It also increases customer loyalty by improving customer 
relationship. A good database allows you to personalize the communications 
and promotion offers to the selected customers and therefore increasing the 
appeal and effectiveness of these offers. It can identify potential cross-selling 
1 
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or sales increase opportunities, and it also allows you to choose and select from 
different approaches. And more important is the result of the offers is 
measurable. Apart from that, a good database can increase the net value of the 
company as the information contained in database is worthy. Besides, it also 
provides the salesman better-organized, more efficient and more effective 
information in carrying out their sales and marketing programs. 
The ultimate goal of database marketing is to establish customer loyalty. 
However, in database marketing not all the customers are the same in terms of 
loyalty. According to the "Loyalty Ladder，，developed by Murray RaphaeP; 
there are five different kinds of customer in terms of loyalty, starting from the 
bottom one: 
Figure 1 一 The Loyalty Ladder 
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Source: Don McEwan, Growino Your Business with Database Marketing. Longman 1992, 
p.24. 
1. Suspects - lists of buyers, members and subscribers who you suspect that 
they are likely to buy your products 
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1. Suspects - lists ofbuyers, members and subscribers who you suspect that 
they are likely to buy your products 
2. Prospects - someone who you know that they have a need and is able to 
buy your product or a competitor's in the near future. Someone who has 
stated that they use a competitive brand or service is also an ideal 
prospect 
3. Customer - someone who is known to have purchased your product at 
least once 
4. Regular - default users. These are the people who accepted your brand 
to such an extent that they are likely to try any new line-extension 
product that bears the same brand name 
5. Advocate - the most loyal customers and are willing to refer business to 
you. In other words, they are your "unofficial salespeople" and is one of 
the most valuable tools of direct marketing, can be motivated to help to 
build the business 
The key role of database marketing in the Loyalty Ladder is to 
communicate with the suspects, prospects, customers, regulars and advocates 
in the right way, at the right time and with the right message. Different 
marketing strategies may be targeted to different types of customers, for 
example, conquest marketing may concentrate the resources and effort on 
people who buy someone else's products (not yours). On the other hand, 
( 
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relationship marketing tends to focus more on maintaining and strengthening 
the existing customers' relationship. However, there is a marketing "Death 
Wish"2 amongst the marketers, i.e., finding and selling new customers 
(acquisition) is more important than holding onto current customers (retention) 
or increasing volume form current ones (expansion). 
According to the Death-Wish Paradox stated by Edward Nash (Table 1), 
an in-house database costs less to hold on to a present customer than to win a 
new one and it is more fruitful to increase consumption or to trade up present 
customers than it is to win new ones. More important is the present and 
presumably satisfied customers are most likely to respond to line extensions or 
entirely new products using the brand name they have leamed to trust. 
Therefore, it is very important to know your owns needs and targets before 
devoting your resources into any programs. 
TABLE 1 
The Death-Wish Paradox 
Customer type Marketing effort Value to marketers Cost of program 
New customer ^ [ ^ ^ h 
(acquisition) 
?rrent customers Moderate High Moderate 
(retention) 
Currentcustomers Low Moderate Low 
(expansion)  
Source: Courtesy of The Database Marketing Newsletter (Markhan, Ontario) 
I 
! 
2 Edward Nash, Database Marketing - The ultimate marketing Tool. McGraw-Hill 1993，p.82. 
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Building the Customer List 
Database marketing is rooted in direct marketing, which in tum is rooted 
in direct mail and mail order�. Therefore, building the customer list is usuaiiy 
the first step in database development. There are several ways to build up your 
own list: 
1. Internal sources such as retum warranty or registration cards, 
sales orders,... etc. 
2. External sources such as rented lists, government statistics, barter 
with other companies and database compilation companies 
3. Contracted with a survey distributor 
4. Through media advertising (advertisement to invite readers to 
respond), sample distribution with mail-in coupons for rebates or 
premium, mailed questionnaires or "name-generation" 
promotions, contest offering a prize,... etc. 
5. Setup a phone inquiry number for customer 
6. Send a questionnaire and ask 
An ideal list is a customized list designed specifically for the needs of 
the company. Of course, the most valuable information should be the existing 
customers because they already generating profits to the company. However, 
information that derived from warranty cards or so is not sufficient for further 
3 Edward Nash, Database Marketing - The ultimate marketing Tool. McGraw-Hill 1993，p.lO. 
I 
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actions since the original purpose to collect these data is not for marketing. In 
terms of other list generating methods, media advertising promotions produces 
responses ranging from five to thirty percent, depending on the wording of the 
offer and the nature of the product<. Besides, the advantage through offers in 
newspapers and magazines (e.g. discount coupons) is that the resulted list is 
comprised of actual buyers even though they are not guaranteed as loyal 
customers. On the other hand, broadcast advertising (e.g. discount offer if the 
potential customer call by phone) is proved to be very effective in building up 
the database through the use of TV and radio, however, one must be very 
careful in controlling the costs. Finally, sending out questionnaire can get the 
information as requested. It is the most effective way to build up the customer 
list if the company lacks the internal information or it is too costly to build 
from the external sources. 
Though we have mentioned the importance of a customer list to database 
marketing, however, it doesn't imply that building your own customer list is a 
must. In fact, building the company's own list is not necessarily the first step^ 
Since database marketing requires substantial investment, it may not justify a 
company that is new to database marketing to pull out all the resources in this 
area. Instead, it will be more appropriate to define the business application first 
and then test it with commercially available lists (or simulation of the 
4 Edward Nash, Database Marketing - The ultimate marketing Tool. McGraw-Hill 1993, p.32. 
5 Edward Nash, Database Marketing - The ultimate marketing Tool. McGraw-Hill 1993, p.3. 
1 
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company's own database through mathematical modeling). After that, the 
company can compare the results with other advertising and communication 
options to determine whether the database marketing approach is more effective 
or not. 
Segmentation of Customer list 
A market segment is a group of customers who are expected to respond 
in approximately the same way to a given offer&. By segmenting customers into 
different categories according to single or multiple variables, companies can 
identify their targets for various promotions. In fact, one fiindamental benefit 
obtained from database marketing is the ability to target distinctive groups of 
consumers by their characteristics such as buying behaviors, attitudes and 
demographics. This will increase the responsiveness and loyalty of the 
customers. 
Market segmentation can be based on customer behavior or customer 
characteristics. Examples of customer behavior segmentation includes loyalty status, 
frequency of purchase, personality type, lifestyle and purchase occasion, ... etc. On 
the other hand, segmentation based on customer characteristics are demographic, 





6 Don McEwan, Growing Your Business with Database Marketing. Longman 1992, p.3.  
i 
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Segmentation can be based on simple variables? or more advanced 
selection methodologies^ like RFM (Recency, Frequency, Monetary value), 
PRFM (Product, Recency, Frequency, Monetary value), Scoring and other 
modeling methods. 
RFM measures the Recency (how recent each customer has responded), 
Frequency (how many times has each person responded to the list owner after 
the first response) and Monetary responses (identify which responder lists made 
sense to test in terms of the cost of the product or service you were selling) of 
the customers' purchasing/response history. Sometimes it is called "response-
graphics". This model targets customers in simple situations when neither 
product category differences nor lifestyles are important. On the other hand, 
PRFM target customers when product category differences are important. 
RFM is based on both apriori reasoning and empirical evidence of 
customer behavior. People who have bought from you recently are much more 
likely to respond to a new offer than someone who had made a purchase in the 
distant past, for example, the database is sorted by that date, and the top 20% 
(in terms of recency) is given a code of "5". The next 20% in terms of recent 
purchases is coded as "4”，etc. Everyone in the database now is either a 5, 4, 3, 
2, or 1 in terms of recency� 
7 Don McEwan, Growing Your Business with Database Marketing. Longman 1992，p.143-144. 
8 Edward Nash, Database Marketing - The ultimate marketing Tool. McGraw-Hill 1993, p.139-163 & 
Dick Shaver, The Next Step in Database Marketing - Consumer Guided Marketing. John Wiley & 
Sons, Inc., 1996，p. 5-8. 
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Figure 2 一 Response by Recency Quintile 
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Source: ''Database meets RFM", http://www.dbmarketing.com/articles/rfmtools.html 
This graphics taken from actual results obtained on mailings done in 
19959. This clear trend of response rates by RFM quintile is ahnost universal 
across all products and services，all industries and all types of customers. 
On the other hand, if we sort the database by this number - from the 
most to least frequent, coding the top 20% as "5"，and the less frequent 
quintiles as 4，3, 2，and 1. A promotion to your customer base will produce the 
following results: 
9 "Database meets RFM", http://www.dbmarketing.com/articles/rftntools.html 
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Figure 3 一 Response by Frequency Quintile 
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Source: ''Database meets RFM〃，http://www.dbmarketing.com/articles/rfmtools.htmI 
Though frequent buyers respond better than less frequent buyers, the 
differences are much less pronounced than those for Recency. For example, 
the lowest quintile in frequency did better than quintile number 2 because 
brand new customers have a recency code of "5" but a frequency code of "1". 
So the lowest frequency quintile always contains the new customers - who are 
your best responders. 
When we code customers by the total dollar sales (average by month, 
year, or since the beginning of time) giving the big spenders a "5”，and the 
others, 4, 3，2, and 1，we will get a response rate that resembles this: 
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Figure 3 一 Response by Frequency Quintile 
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Source: ''Database meets RFM", http://www.dbmarketiDg.com/articles/rfintools.html 
Monetary does show differences between quintiles, but they are far from 
as dramatic as those are for Recency. Response does not measure ability to 
respond as much as willingness. 
The real power of RFM analysis comes from combining them into a 
three digit RFM "cell code". There are 125 different "cells" in all. lf the coding 
is done correctly (see side bar on sorting methods), all cells will have virtually 
identical numbers of customers. When all the responses from all the cells were 
graphed and indexed for break-even, the responses looked like: 
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Figure 5 - Test Response by RFM cell 
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Source: ''Database meets RFM", http://www.dbmaj:keting.com/articles/rfintools.html 
From Figure 5, only about one-forth of the cells are better than break 
even. Therefore we know how each cell in the unmailed database will respond 
to the same offer and then we can make profits by not mailing to the losing 
cells. 
bi fact, nowadays there are some software for calculating RFM, and it 
will be much easier for marketers to calculate their own RFM. Here are some 
of the functions of the RFM software for Windows: 
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Figure 6 一 RFM for Windows 一 Breakeven and test size calculation 
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Figure 1 一 RFM for Windows - Summary 
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The result of using RFM is that we will mail to our most responsive 
customers, and will neglect all of the others. It is understandable for some of 
them, who are worthless anyway. However, if we want to try to hang on to the 
rest ofthe customers who, with a little attention can be persuaded to move up to 
a more profitable RFM cell, our marketing should be designed to encourage 
s 
customers in some cells to do just that. RFM should be combined with other 
programs - newsletters, reactivation mailings, etc. in a well rounded 丨 
I 
relationship building program designed to boost retention, referrals and sales. 
Just because it is powerful and profitable, don’t abuse it. 
j I 
V 
Scoring represents a more efficient and sophisticated approach to target 
customers. The model works by analyzing purchase patterns of a customer ； 
I 
I 
across several different types of transactions and then establishes patterns of 
i 
• ( 
buying behavior. The regression line generated allows marketers to select the 
best set of variables to create a set of coefficients or weights. These weights 
form the basis to produce a single score for each customer and help to predict 
the response rate of customers. 
Other targeting models include: Cross-purchase model (also call 
propensity to buy models, based on customers' cross-purchasing patterns); Zip 
code selection model (areas of high current customer incidence); Overall 
lifestyle model (lifestyle commitments such as residential location) and Product 
category geo-demographic model (those with specific lifestyle needs). 
... j 
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Both RFM and Scoring methods are widely used as the selecting criteria 
by companies. However, scoring is more preferable than RFM under the 
situation of one-time consumption because on-time buyers have no previous 
customer purchase record for reference, and hence it will affect RFM in 
predicting the response rate. On the contrary, scoring will not be affected by 
this problem as it contains lots of data elements in the regression model. It is � 
'I 、 
also these additional data elements makes it out-weight the RFM. However, the 
!! 
iX 
cost of scoring is high. Therefore, for companies who are new to database 
marketing, RFM is a good choice for them because it is simple, easy to use and 
cheaper. Like our case study that follows, it will be easier for the bookstore 
k 





Planning the Database | 
. i 
Before developing a database, some basic definitions pertinent to a • 
databaseio have to understand: 
Field - the most elementary piece of data 
Record - a collection of fields 
File - a collection of records 
Database _ a collection of files 
The database can be designed to be a sequential one with fixed- or 
variable-length records, or a relational one (on-line or on-line and real-time). 
10 Edward Nash, Database Marketing - The ultimate marketing Tool. McGraw-Hill 1993, p. l l4 . 
i 
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Sequential means the key fields have to go in sequence where relational 
database combines data from multiple files that have been kept in several 
different sequences so that data from various customers actions or from 
external activities can be handled, no matter what the key field is. A 
comparison of the sequential and relational database in listed in Table 2. 
s 
TABLE 2 1 H 
Comparing the Pros & Cons of Sequential and | 
Relational Database Design 
i' 
Pros Cons  
Sequential • the organization is just at the • all records must usually be 
files beginning read and compared in order 
• there is a lack of data — not enough to process data [ 
data to create a sophisticated • changes of format, or the 丨 
database need to add data create 
• timeliness in not critical — an programming projects — | 
acceptable timeframe rather than costly and time-consuming ； 
timeliness response such as ATM, • difficult to query the data ！ 
airline reservation, etc. quickly | 
• the data is static 一 good reports will i, 
work very well for most situations J 
• lack of funds - on-line, real-time 
database system is expensive  
Relational • there is a need for quick access • cost: 2-3 times greater than a 
database • diverse data is housed across sequential file processing 
multiple files with multiple key fields environment 
• the data is dynamic and voluminous: • selecting a high volume of 
constant changes require a need for records will result in a long 
quick access and flexibility turn-around time frame 
• the volume of marketing activity is 
heavy: too time-consuming for 
sequential database to handle 
multiple requests for planning and 
execution 
• cost is not an issue  
Source: Edward Nash, Database marketing - The ultimate marketing Tool. McGraw-Hill, 
1993, p. l l4. 
！ i 
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The cost of changing a database information system is very expensive 
once it is developed. Therefore, the database must be planned careftilly before it 
is implemented. Areas like the introduction rate, hardware and software 
requirements, the database economics, whether it's in-line with the strategic 
goals.... etc. are all needed to be considered. In order to have a database that 
meets with the company's future directions; the business goals of the company � 
i, 
must be well understood. Usually most of the commonly found goals^^ are: 
1. Generate sales or increase sales 
2. Enhance customer relations (e.g. able to answer customer queries 
such as which stock is available) 
3. Analyze your business (e.g. where do your sales come from? 
I 
what are people buying, who is buying? where do they live as 丨 
opposed to where they buy?) 
4. Creating marketing plans and strategies 
5. Availability 
In fact, the data being collected depends on the company's goals and also 
the database design. If the goal i$ sales oriented, the database should have the 
best set ofrecords from a promotional standpoint. On the other hand, ifthe goal 
is customer service oriented, then the database should contain all the product 
information, purchase history, inquiries, deliveries,... etc. 
“Don McEwan, Growing Your Business with Database Marketing, Longman 1992, p.120-122. 
24 
Once the goals are defined, marketers will have a clearer picture ofwhat 
data elements to be collected. They can start by: (1) list all the data elements 
available for inclusion in the database; (2) identify the source (field location) of 
each data element; (3) specify the format of each data element; (4) identify the 
key field assigned to each file; (5) plan an audit trail for the reconciliation 
phase; (6) identify the primary characteristics of each data element; (7) � 
丨  
determine the extent and completeness of product codes and other critical data. 丨 
:i i^  
>., (I 
It should bear in mind that each data element collected must have its own 
functional purpose. Otherwise, it is just wasting effort and money and it should 
not be kept in the database. Some checkpoints for the functional review of the 
•i 
data elementsi2 are: , 
I f 
1 
1. Specify the objective for each element '; 
'! 
I  
2. Make sure that you have the appropriate historical data for I 
analysis 
3. Make sure that you can profile - products, dollars, locations, 
demographics, etc. 
4. Look for data to help you forecast, primarily dates and dollars 
5. Make sure you can develop appropriate percentage. Data 
relationships are more important than pure numbers 
6. Decide on life span of data 
7. Establish the priority of the data 
12 Edward Nash, Database Marketing - The ultimate marketing Tool. McGraw-Hill 1993, p.l22.  
^ ‘ 
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8. How often will the data be used (Daily, Weekly or Monthly) 
9. What should be the outputs format (on-line screen or in hared 
copy reports) 
Using the Database 








data as a means of cross-selling other products or services; communicate ‘ 
directly with customers and/or prospects by varying the offers to them and ] 
-j 
analyze the result and assess the effectiveness of the marketing programs. 
'i 
. . - - - - >f 
I I 
r 




marketing tooP. With the use of database marketing technique, it becomes a | 
II 
powerful weapon in building and retaining customer loyalty. The use of I 
targeting models can help to find the most responsive customers, eschewing less 
responsive customers and therefore potentially reduce the promotional costs and 
increase in profitability. Customer information generated from sales promotion 
can be used to develop segmented mailings. By tracking the purchasing patterns 
of the segmented customer, company can identify actual purchases vs. 
propensity to buy and therefore perform tailor-made cross selling and develop 
long term customer relationship. Some tactical method to increase customer 
loyalty includes: 
13 Ian Linton, Database Marketing - Know what your customer wants. Pitman Publishing 1995, p. l l4 .  
^ 
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1. Money off the next meal 
2. Catalogue with an assortment of free premium available free or at 
savings in exchange for a collection of proofs ofpurchase 
3. "Special privilege" club, e.g. hotel: upgrades, free newspaper, executive 
check-in, etc. 
4. Prestige society exclusively to customers or offered at reduced price | 
J f 
5. Establish personal relationship e.g. birthday greetings, Xmas cards, etc. 
6. Provide extra conveniences that have a secondary purpose of increasing 
consumption 
I! ) 




customers, transaction details,…etc. It can also produce reports like inventory | 
1  
level and purchase records. In addition, database marketing can help to \ 
measure the successful rate of a campaign^\ In general, a successful campaign 
i 
can increase public awareness, improve customer relations and reduce the cost 
of sales in the long run. All these can be measured indirectly by applying 
database marketing technique. However, the simplest and most immediate 
measure is the response level it achieves. Database marketing also helps to 
determine the factors that affect the response, such as price, promotion offer, 
quality of mailing list, copy and design. 
14 Ian Linton, Database Marketing - Know what your customer wants. Pitman Publishing 1995, p.41. 
_ — _— i 
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Managing the Database 
Marketers should never consider their database as a finished product. 
Instead, they have to treat it like a child — it has to have room to grow and 
mature. With maturity comes, business grows. To enrich the database, many 
ofthe details can be incorporated by updating files for new transactions and by 
s 
asking or buying the information. This information can then be used to : 
understand the customers' buying habits so that company can tailor its sales 
effort accordingly. However, when expanding the database, it has to avoid 
丨丨 
large and continually increasing data volumes overwhelming the computer. In I 
j 
database management, accuracy tops the list for a quality database: all names 
•. _ . I 
should be spelled right, addresses should be checked, all corporate titles exact, ^ 
i 
,^ 
account information continually verified, ... etc. A recent research^^ among | 
I 
twenty ofthe UK's top companies shown that, apart from budget, accurate data ！ 
is the most important factor in successful database marketing. It is necessary to < 
maintain the list hygiene because duplication will result in wastage, customer 
irritation and provide misleading statistical results. 
Besides, a database should be interactive, and prompt you to perform 
tasks — such as a follow-up call to a mailing made seven days prior, or be able 
to provide information for future plans and actions. Since database management 
is not a one-time project, it needs continuous improvement, enhancement or 
15 Ian Linton, Database Marketing - Know what vour customer wants. Pitman Publishing 1995, p.41.  
i 
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modifications in order to fit the changing needs and requirements. 
Nevertheless, database management is not an easy task. It is a disciplined 
application that may in fact pull together several divisions of a company in 
order to gather a continual information. For example, it needs mathematician 
for modeling and analysis, researcher for conducting focus panels and 
interviews, computer system specialists in preparing the criteria for list 
processing and database management, and the marketing staff for planning, ,； 
creative, client services, ... etc. In company that may not have the resources, it 
may choose either outsourcing the services or performing some basic tasks by 
:丨 ！ 
|丨 
its staff and outsource the rest to others. 












Yukee bookstore was opened on March 21, 1963 by Mr Yu CHAN at : 
aged thirty-four. In the 1960s there was not as much entertainment choices 
available as today. Not every people had TV set at home. The television 
programs were both limited and not fitted to the local tastes. At that time, most 
of the programs were bought from overseas with Cantonese dialect added to 
them. Besides, the broadcasting period was short, starting late in the moming ^ 
! 
at finished early at night. As a result, reading became a major hobby for most j 
}: 
11 
of the public during their leisure time because reading could be carried on S 
everywhere at anytime convenient to us. It was very common for people being , 
attracted by the stories published on newspaper and wanted to borrow the 
books in order to read them all at once. However, not many people could 
afford to buy books. As a result, a lot of bookstores were opened to provide 
books rental services to the public and Yu was one of them. He chose Yaumati 
to start his business because of its convenience, the closeness to his home and 
the dense population there. Yu was both the shop owner and runner himself. 
Like many traditional Chinese-owned small businesses, his kids would help 
him during holidays. Today, Peter Chan (hereafter Mr Chan), son of Yu, has 
1 
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taken up all the business of the bookstore and it is he who sees the needs of 
change. We interviewed Mr Chan and visited his bookstore several times to 
understand more about the operation of the bookstore and his future plans for 
changes. The observation and interviews report are summarized in Appendix 
1. 
Analysis 
Before committing to any action plans, we have to look at the present 
situation and defining the applicants of database marketing to the bookstore 
first. Otherwise it is like picking up a powerful gun and shoot aimlessly. With 
the help of the bookstore owner, we had identified three business goals and 
prioritized them as follows: 
i 1 
1. Increase sales of the bookshop, especially from rental income 丨 
2. Enhance customer relations 
3. Analyze the business 
This project tempts to assist the bookstore owner to formulate a 
database design strategy that can help him to understand his customers, design 
and develop more suitable products to the customers, increase customer loyalty 
and finally improve the profit margin of the company. We will pay more 




After that we will also touch on how to maintain and manage the 
database and keep it useful and up-to-date because maintaining data integrity 
can never be neglected. No matter how advanced the software of database 
management a company possesses, it is just a waste of time and money to 
launch any marketing campaigns if it fails to have a qualified database. 
Designing the Database 
We believe building up the database is the number one step Mr Chan 
has to take. It should be built in relation to the needs of the company. Apart 
from storing the customer information, it should be able to generate reports and 
1 
data for analysis. The main obstacle of Yukee is the lack of information, both 
[ 
.k 
the transaction ones and the customer ones. Business decisions are therefore 
> i 
rested on past experience (recalled memory from Yu and Mr Chan) and gross | 
figures like total cash-in per day. In order to achieve the goals as set, we 
suggest building up the database phase by phase, firstly focus on the customer 
list then the transaction details. After that, information can be generated to 
formulate the marketing strategies and plans. Later on additional information 
like financial status, credit analysis, etc. can be added for enhancement. To 
work in line with database development, some existing practices may be 
changed to meet with the needs of change. 
• I 
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Phase One - Building up the Customer List 
The basic fields required are: 
• Customer names (separate fields for title, last name and surname) 
. Date ofbirth 
• Contact addresses (separate field for home and office address) 
• Contact telephone numbers (separate field for home, office and 
mobile/pager) 
) 
• Fax number (Home or office) 
• E-mail address 
• Types ofbook preferred (allow for prioritization) 
I 
i 
• Hobbies & interests 
� 
Besides, there should be some fields spared for "internal use": | 
i 
• Location code (separate field for residential and office/school) -
• Date of first contact 
• Date of last contact 
Customer name, telephone numbers, address, ... etc. are the basic and 
important data for communicating with the customers. Without this 
information, Mr Chan can do nothing proactively. Information like gender and 
age are key variables for analyzing different market behavior, for example, 
female may prefer romantic rather kung-fu novels, Japanese comics are 
targeted for teenagers, etc. 
� 
33 
"Types of books preferred" is an array of book categories such as 
comics, romances, science fiction, detectives, etc. and individual customer is 
asked to prioritize them. This allows Mr Chan to know more about the 
customer's tastes and preferences and therefore he can decide the varieties 
ordered and the inventory level. The priority list allows Mr Chan to perform 
marketing analysis for future expansion, to conduct cross-selling campaigns 
and to provide better services to the customer. 
"Hobbies & interests，’ are useful to identify opportunities and market 
niches. As mentioned by Mr Chan, some of his customers also like to collect 
I 
stamps and coins and he did make a good profit in trading these. Besides, he : 




"Residential location code" and “office / school location code" are for i 
geographic segmentation for fiirther analysis. 
“Date of first contact" and “Date of last contact" can be combined with 
other fields to select target customers for promotion campaign. For example, 
the bookstore can select customers who have started to rent books from the 
shop over 1 year but have only rented less than 2 books per month. These are 
regular customers but the sales from these customers are low. The shop may 
send coupons to them to encourage book rentals from these customers. 
J 
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In Hong Kong, the customer lists can be obtained from some public lists 
like telephone directory or from some private sources like research companies. 
Here are some of the lists: 
A. Companies that sell mailing list 
Some companies in Hong Kong maintain large mailing list database in 
Hong Kong. These companies usually own sophisticated software which allow 
customers to select a wide variety of market segmented lists in Hong Kong, for 
example, male/female, residential area, education level, age, . •. etc. The list of 
"available" information for sale and the price for the lists with other 
miscellaneous charges are indicated in Appendix 2 and Appendix 3 
respectively. : 
J i i 
In addition to name list rental services (around $500/1000 names), these I 
« 
companies also provide "value-added" services to the list. For example: 
• Cleaning service - elimination of duplicates, correction ofwrong spellings, 
deletion of obsolescence, correction of wrong/incomplete addresses 
• List de-duplication - this include computer de-duplication and eyeball de-
duplication. 
The following are some of the companies that provide name list sales services: 
-DataTrade Limited 
(http://chinadirectxonVchina-direct/datatrade.html#hk-contents) 
• • — i 
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- A C Nielson 
- S R H 
- F r a n k Small & Associates 
- D u n & Bradsheet 
B. Co-operate with other companies 
� 
Companies that have their own customer lists may co-operate with other 
companies to enlarge and compliment their customer list. This is most popular 
for companies that raise joint campaigns (for example, airline companies with 
banks to promote mileage programs, credit cards privileges with various food 




C. Other publicly available lists | 
I 1 '； 
i 
Some lists are publicly available and are useful for customer list building. 
i 
For example, in the library it is easy to find customer list from the booklets: 
1. Staff list of Hong Kong Government (which include name of most 
officers such as Administrative Officer, Executive Officer, Management 
Services Officer, Analyst/Programmers, etc.) 
2. Prospectus of various Universities and Polytechnics (which include name 
of most professors/staff). 
3. Who's who in Hong Kong (which include name and background of 




4. Some unions or associations like the Federal Associations of Hong Kong, 
Hong Kong Society for Accountants, ... and the like 
5. Yellow pages 
6. Classified post (where database marketer can send mails to Human 
Resource people directly by mailing to the contact address of companies 
or through email!) 
7. Websites of some big companies with email or contacting information 
provided, personnel of educational or government institutions, newsgroup, 
...etc. 
Although usually these lists may not have the actual address, database 
\ 
marketers can still contact the people from the "hints" of the lists. For example, 
I 
although the staff list of Hong Kong Government does not have the officer's s 
\ 
\ 
address, it contains details such as sex, department they work in, date of birth i 
and even salary! (Notes: this information was printed a few years before the 
I 
Personnel Data (Privacy) Ordinance . 
D. Companies' own lists 
Many established companies have their own customer lists, either buy 
from outside or build by their own like membership records, sales and 
transactions details, questionnaire, ...etc. Usually these companies will 
continuous updating their customer records in order to promote future sales 
activities. Some companies even sell their customer lists to others. If 
— i 
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companies build the customer lists on their own, they can invite people on 
street to fill in questionnaire by giving him/her some benefits. This can be a 
more effective way to locate suspect customers. If the benefits we provide is 
relevant to the product we want to promote, then the customer who accept the 




For Yukee bookstore, in order to collect the customer's information, we 
suggest Mr Chan to set up a membership club and get his customer registered 
as members. Those who are members can enjoy privilege services such as: 
j, 
1. New book information 
\ 
2. Special offer like when there are new books for rent, the first week | 
I’ ^ 
are exclusively for members only 丨 
. j 1 « 
3. Advance booking 
4. 5 to 10 percent discount on any book purchase 丨 
5. Waived or discounted deposit, depending on situation 
We foresee that this membership system will not encounter much 
resistance from new customer because most of them in fact often ask whether 
they need to open account in order to rent the books. Meanwhile, Mr Chan 
also do business with non-members, as existing customer may be already 
accustomed to the old practice. However, as experience told us with privilege 
j 
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services provided at no cost, we believe most of the customer are willing to 
enrol as member. 
Once the information is collected, Mr Chan is able to use this 
information to improve the sale performance. At present there were many 
"triers" or "one-time customers" who he wants to move them up the loyalty 
ladder to be customer and "regulars". Sales promotion activities like special 
j 1 
offers, book information, etc. can be communicated to them through direct : 
mails, phone call or even Internet. In fact, this customer list already providing 
him some discrete, non-inter-related information for analysis like the books 
ranking, hobbies and interests, gender, ...etc. Simple, single factor correlation 
\' 
can be inferred which may provide him a basic ground for decision making. : 
1 
I 
However, more accurate analysis cannot be carried out without getting further i； 
\ 
i 
information like transaction records. 1 • 
i 
Phrase Two - Enhancing the Database to 
Improve Customer Relationship 
To improve customer relationship, the database must be able to keep 
track of inquiries and requests from customers. In addition, the system should 
be able to prompt the bookstore owner to react and follow up quickly. The 
following data items are therefore required: 
• Transaction details (rented books, book categories and corresponding 
rent date / retum date) 
1 
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• Customer requests and corresponding date 
• Follow up actions to request 
• Stock level and retum date 
"Transaction details" keep the records of individual customer's rental 
history. Many of them usually forget whether they had read a particular book 
or not. With the transaction details, Mr Chan is able to provide them this 
information and let them use their money most "effectively". 
"Customer requests and corresponding date" record their requests such 
as books booking, reminder of due date, etc. This allows Mr Chan to know 
what kind of services usually requested by customer and see whether he could 
improve it or not. 
i i 
I 
“Follow up action to requests" records the actions taken after the _ 
request, and the responsible person for the follow up action. It may also 
i 
include the response/comment from customer about the follow up services. 
“Stock level and retum date" indicates whether a book is available or 
not or when will it be available for rent. 
Besides the transaction information, data items required to help measure 
the response level of a marketing campaign are as follows: 
• Campaign ID 
j 
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• Marketing materials 
• Marketing materials sent date 
.Response type 
• Response date 
• Follow up action 
"Campaign ID" is linked to transaction records to identify which 
transaction is contributed by the campaign. The essence of tracking the 
customer responses lies in the accountability of the campaign. For example, 
some checking mechanisms like discount coupons with the campaign id 
printed are sent together with the marketing materials. When the customer 
delivered the coupon, which campaign contribute to the sales transaction is 
. .: 
i, 




"Marketing materials" records the type of information sent. It can be 
brochure, catalogue, welcome letter or chaser. ‘ 
"Material sent date" is the date when the material is sent. It can be used 
in conjunction with the response type and date to measure responsiveness or 
send chasers for actions. 
"Response type" records the responses of the customer. Different 
response types trigger different follow up action (e.g. sending other marketing 
materials or chasers). 
1 
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"Response date" records the date of response to measure the 
responsiveness of the campaign. 
"Follow up action" records the actions taken after the campaign launch, 
either arising from the customers or the company. 
It must be emphasized the data items collected for sales promotion and 
improving customer relationship are not independent, instead they are 
supplementing each other to maximize the benefits of database marketing. For 
example, sending discount coupons to customers on their birthdays is 
marketing effort to increase sales and enhance customer relationship at the 
same time. 
Phase Three - Analysis the Business 
Analyzing the business is a broad topic. As a small retail shop, Mr Chan 
can use the fields defined in previous sections to analyze the daily operation 
and the effectiveness of a campaign. 
Daily operation 
With the transaction records, Mr Chan can know more about the daily 
operation, for example: 
• Who are his major customers? Housewives, students, neighbors... 
. A r e there any peak hours for customer to come? If yes, when and why? 
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• Who are the "best-lender"? Is there enough stock? 
• Where are the profits come from? Book rental, sales of old books or new 
books? Or other side business like stamps and coins trading? 
• What are the major requests and inquiries from customers? How to 
improve it? 
• How many of the customers are "triers", "few-time customers"? How to 
convert them into "regulars"? 
Effectiveness of the campaigns 
A successful campaign can increase sales and awareness, improve 
customer relationship, increase customer loyalty and reduce the cost of sales. 
However, it is not easy to measure these intangible results. The simplest 
method measuring the successfUlness is the response level it achievesi6. 
Although it varies according to the external environments, some ballpark data^^ 
is drawn as reference to measure the effectiveness ofthe campaign: 
• 1 to 2 percent is the industry norm 
• 5 percent is a high response rate 
• To achieve 10 to 20 percent response rate, the campaign needs to be 
integrated with other forms of marketing communications, e.g., newspaper 
or magazines 
16 Ian Linton, Database Marketing - Know what your customer wants. Pitman Publishing 1995, p.41. 
17 same as (15) 
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If the response rate of the campaign is low, it can be improved by 
changing the price, promotion offer and the quality of mailing list, •.. etc. that 
affect the response rate. 
Besides, whether a campaign is worth launching or not can be evaluated 
by how much lifetime value^^ it may brings. Lifetime value is the net present 
value of the profit that a company will realize on the average new customer 
during a given number of years. By comparing the lifetime value with the 
costs incurred, we can decide the effectiveness of the campaign. It is useful to 
consider customer lifetime value before and after the new strategy was put in 
place. To illustrate how lifetime value is used to test the marketing strategy, 
let's look at the example'^ shown in Table 3 that covers a group of customers 
over a five-year period. 
18 Arthur Hughes. "Evaluating database strategy by lifetime value." The Journal ofDatabase Marketing 
1 (4 November 1994). 
19 Arthur Hughes. "Evaluating database strategy by lifetime value." The Journal ofDatabase 
Marketing 1 (4 November 1994), p.346. 
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TABLE 3 
Customer Lifetime Value without database marketing 
Year 1 Year2 Year3 Year4 Y e a r 5 
Revenue 
A Customers 1000 400 180 90 50 
B Retention rate (%) 40 45 50 55 60 
C Average yearly sale $150.00 $150.00 $150.00 $150.00 $150.00 
D Total revenue $150,000 $60,000 $27,000 $13,500 $7,500 
Costs 
E Cost per cent 50 50 50 50 50 
F Total costs $75,000 $30,000 $13,500 $6,750 $3,750 
Profits 
G Gross profit $75,000 $30,000 $13,500 $6,750 $3,750 
H Discount rate 1 1.2 1.44 1.73 2.07 
I NPV profit $75,000 $25,000 $9,375 $3,902 $1,812 
j Cumulative NPV profit $75,000 $100,000 $109,375 $113,277 $115,088 
K Lifetime value (NPV) $75.00 $100.00 $109.38 $113.28 $115.09 
Source: Arthur Hughes.、、Evaluating database strategy by lifetime value."The Journal of 
Database Marketing 1 (4 November 1994) 
Remarks: 
Line A 1,000 new customers are attracted in the first year (Year 1) 
Line B Retention rate - percentage of customers retented to next year. Shown in Line A 
in the following year 
Annualsales 
Line C Total retail sales divided by the total no. of customers. Here it is assumed to be 
$150 
Line D Total revenue from the customers who still remain out of the original group. 
Equals to Customers times average yearly sale (A x C) 
Costs 
Line E Cost of materials, overheads, advertising,…etc. In this illustration, it is 50% 
Line F Total cost equals to cost times total revenues (E x D) 
Profit& NetPresent Value 
Line G Gross profits, by subtracting total costs from total revenues (D - F) 
Line H Discount rate to convert the future amounts into present value, usually be the 
market interest rate plus the risk factor 
Line I Net present value (NPV) of future profits. Dividing gross profit by discount rate (G 
^H) 
Line J Cumulative net present profits by adding together the net present value of all the 
profits in the present year, and each previous year 
Line K Lifetime value. Simply divided cumulative net present value by the original 9「0叩 
of customers (J + 1,000) 
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When considering the discount rate we should also consider the risk 
ratio apart from the market interest rate, because when involving long-term 
business transactions, there are always risky, like: interest rates could go up; 
obsolescence and even wiping up for future sales; competition is risky and may 
lead to customers lost and other business risks like mistakes. Therefore it is 
necessary to take into consideration to go beyond the market interest rate in 
order to include the risk factors. 
According to Hughes^^ customer database can affect only five factors: 
• Retention rate - building relationships increases customer loyalty , and 
augments the retention rate 
• Referral rate - certain database activities can lead customers to suggest a 
product to their friends and relatives 
• Spending rate — well-directed database activities can lead to increased 
cross-selling, upgrades, or simply more buying by existing customers 
• Direct cost rate - database activities can reduce costs, in some cases, by 
changing the channel for distribution. 
• Marketing costs 一 well-planned database activities are often much more 
cost effective than mass advertising. Targeted marketing using RFM can 
often reduce marketing costs by very substantial amounts. 
20 Arthur Hughes. "Evaluating database strategy by lifetime value." The Joumal ofDatabase 
Marketing 1 (4 November 1994) 
46 
TABLE 4 
Customer Lifetime Value with database marketing 
Year 1 Year 2 Year3 Year4 Year5 
Revenue 
A Referral rate (%) 5 5 5 5 5 
B Referred customers 50 28 17 11 
C Total customers 1000 550 331 216 151 
D Retention rate (%) 50 55 60 65 70 
E Average yearly sale $180.00 $200.00 $220.00 $240.00 $260.00 
F Total revenue $180,000 $110,000 $72,820 $51,840 $39,260 
Costs 
G Cost per cent 50 50 50 50 50 
H Direct costs $90,000 $55,000 $36,410 $25,920 $19,630 
I Database activities $10,000 $5,500 $3,310 $2,160 $1,510 
j Total costs $100,000 $60,500 $39,720 $28,080 $21,140 
Profits 
K Gross profit $80,000 $49,500 $33,100 $23,760 $18,120 
L Discount rate 1 1.2 1.44 1.73 2.07 
M NPV profit $80,000 $41,250 $22,986 $13,734 $8,754 
N Cumulative NPV profit $80,000 $121,250 $144,236 $157,970 $166,724 
0 Lifetime value (NPV) $80.00 $121.25 $144.24 $157.97 $166.72 
Source: Arthur Hughes.、、Evaluating database strategy by lifetime value." The Journal of 
Database Marketing 1 (4 November 1994) 
Remarks: 
Revenues 
Line A Referral rate is estimated at 5%. It means that with database activities customers 
are encouraged to recommend Ridgeway to others. 
Line B Referred customers. In Year 1 there were 1,000 customers and 50 new customers 
(5% of 1,000) will make purchases in Year 2 as a result of referral. 
Line C Total customers equals to previous year's customer times retention rate plus the 
referred customers (C x D + B). 
Line D Retention rate. In Table 3, the retention rate began at 40% based on historical 
patterns for this chain. Here Ridgeway makes the assumption that the program can 
increase that to 50% - with further increases as the remaining customer base 
becomes composed of more and more loyal customers. 
Line E Average yearly sale - it is assumed that with database marketing activities, the 
average consumer will spend $180 and will go up by $20 per year. 
Line F Total revenue equals to number of customers times average yearly sale (C x E) 
Costs 
Line G Cost of materials, overheads, advertising, ... etc. In here, it is 50%. 
Line H Direct costs calculated by total revenue times cost per cent (E x G) 
Line I Database activities costs is assumed to be $10 per person (C x $10) 
Line J Total costs equals direct costs plus database activities costs (H + J) 
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Profits & Netpresent value 
Line K Gross Profit - by subtracting total costs from total revenues (F - J) 
Line L Discount rate to convert the future amounts into present value, usually be the 
market interest rate plus the risk factor 
Line M Net present value (NPV) of future profits. Dividing gross profit by discount rate (K 
^L) 
Line N Cumulative net present profits by adding together the net present value of all the 
profits in the present year, and each previous years 
Line 0 Lifetime value. Simply divided cumulative net present value by the original group 
of customers (N - 1,000 
It is certainly a reasonable goal to build into a marketing plan the referral 
rate though whether it is successful or not depends on many things, like the 
image and the execution of the marketing plan. Beside, is also a testable 
proposition. If the plan does produce the estimated referral rate, the database 
will show it. If it is higher or lower than the estimated, the plan can be 
modified, hence a really good practice for strategy development. 
For the retention rate, many things will affect it within which marketers 
cannot control include: 
• the type ofproduct and the speed with which it gets used up by customers 
• the strength ofthe competitor's marketing strategy 
• the saturation of the market for this product 
• the public perception of the product, compared with other things that they 
could buy 
• macroeconomics events like recessions, booms or changes in interest rates 
which affect the overall demand for most products 
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However areas where marketers can control which affect the retention 
rate are quite impressive. For examples, the types of promotion used to attract 
customers; the price charged for the product; the efforts made to get the 
customer to buy again and the relationship-building efforts made with the 
customer. In Table 4, it is assumed that with database activities, those loyal 
customers who are still shopping at this company in subsequent years will 
probably buy more than the average new customer at the beginning. As a 
result, the spending rate of the customers increase. 
To have a more easy comparison of the lifetime value with and without 
database activities, Table 5 shows the difference^^: 
TABLE 5 
Lifetime Value with and without the Database 
Lifetime value (NPV)  
Y e a r l Year2 Year3 Year4 Year5 
Without database $75.00 $100.00 $109.38 $113.28 $115.09 
With database $80.00 $121.25 $144.24 $157.97 $166.72 
Increase $5.00 $21.25 $34.86 $44.96 $51.63 
200,000 Customers $1,000,000 $4,250,000 $6,972,000 $8,938,000 $10,326,000 
Source: Arthur Hughes. "Evaluating database strategy by lifetime value." The Journal of 
Database Marketing 1 (4 November 1994) 
21 Arthur Hughes. "Evaluating database strategy by lifetime value." The Joumal ofDatabase 
Marketing 1 (4 November 1994) 
49 
The database programs have increased the lifetime value of the company 
five years by $51.63. Assuming the company has 200,000 customers, 
therefore, the database marketing program, if successful, will have increased 
the net present value of long-term (five-year) profits by more than ten million 
dollars! 
Lifetime value, therefore, is a practical, realistic technique for 
determining the effectiveness of various marketing strategies. It can, and 
should, be applied to any marketing programs to test it before any significant 
amount of money is spent. A company can do some study whether any 
proposed program has the opportunity of success before pouring out all its 
resources. It is found that some marketing programs produce a negative effect 
on lifetime value, that is, they cost more than the benefits. In such cases, 
advance use of lifetime value analysis can save a company from making a 
serious mistake. 
Two key concepts of lifetime value are it grows with the number of 
repeated customers and it also increases with the number of years that 
customers continue to buy. It is also a way of quantifying the value of the 
"goodwill" represented by the existing customer base when the business is sold. 
The main problem of any business is not finding the most efficient way to 
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produce products and services, it should be the most efficient way to sell its 
products and services^l 
Impact to Current Business 
Changes in business operation 
Currently, the shop has no customer records and book stock level record. 
A database marketing approach involves re-engineering of current business 
operations. Setting up the membership club in parallel with the existing 
practice (we call it the dual system), stored all transaction records and 
information like book names, quantity, ...etc. is necessary. Besides, book 
record (accounting) also needs to keep for analysis. 
Budget for Hardware/Software Requirement 
The cost of building a database marketing system varies significantly, 
depending on the choice of hardware/software and how the business operates. It 
is always a compromise between costs and targets. The recommendations here 
is only the ballpark estimate of cost and functions requirement and should be 
treated as checklist for discussing the budget issues. 
22 Arthur Hughes. "Evaluating database strategy by lifetime value." The Joumal ofDatabase 
Marketing 1 (4 November 1994) 
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Hardware: 
• PC : at least 486 or above (P5-233 MHz is preferred), 16M RAM (32M is 
preferred, 1.2 GB hard disk(3.2 GB is preferred) 
• 56.6 Kbps Modem 
• Laser Printer (Color printer preferred), ten page-per-minute or above print 
speed preferred 
• Additional telephone line is preferred 
• CD ROM drive (optional) 
• photo copier for large quantity printing of publications (optional) 
• fax machine (optional) 
• Scanner for reading bar-code (optional) 
Software: 
• Windows 95 (Chinese version) is preferred, Windows 3.1 is acceptable, 
DOS should be avoided 
• Application software to Internet Services Provider to connect to Internet 
• Bar code generation program (optional) 
Functional requirements 
While the hardware and software are ready, the developer has to 
determine where to find the software developers to build the system. There are 
numerous software houses in the market that can help to develop the system. 
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However, it is critical that he must define clearly his requirements before 
developing any software. 
In previous section, we have discussed the data items requirement. 
Apart from that, it is also very important to have the functional requirements 
defined for the business. Some "core" functional requirements like customer 
informations, books' master, transaction records, report manager and 
marketing campaigns list are necessary. We have made some screen designs 
for Mr Chan: 
Figure 8 - Screen Design: Main Menu 
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“Main menu" 
• Classification of modules available in the database, including "Customer 
Accounts Maintenance"(會員資料)，“Books Master，，（書籍資料)， 
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“Transaction Details，，（書籍租賃/買賣)，“Reports Generator"(報表列印）and 
"Campaigns Master，，(推廣活動). 
Figure 9 一 Customer Accounts Maintenance (1) 
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Figure 10 ~ Customer Accounts Maintenance (2) 
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Figure 11 - Customer Accounts Maintenance (3) 
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“Customer Account Maintenance ” 
• This module captures customer information and allows data user to select 
target customers based on some selection criteria like types of books like, 
authors and hobbies. 
Figure 12 一 Books Master ^ ^ p ^ 
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"Books Master'' 
• This module captures customer information and allows data user to select 
target customers based on some selection criteria like types of books like, 
authors and hobbies. 
Figure 13 一 Transaction Details 
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“Transaction Details” 
• Captures all the customer transactions. This function screen is very 
important because it is where Mr Chan gets the data on-line to serve the 
customer. It should include as much useful information as possible. For 
example, information captured should include book names, types, rental 
date, retum date, fee, ... etc. Be able to show past transaction details (e.g. 
last ten transactions), highlight important informations like overdue. Judge 
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from rental history to pro-actively sell books. Judge from interests and 
hobbies to identify cross-sell opportunities 
Figure 14 一 Reports Generator (1) 
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Figure 15 一 Reports Generator (2) 
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“Reports Generator” 
• Allows user to generate customer listing or mailing labels, personalized 
letter, management reports such as transaction details, product analysis, 
total sales, promotional sales report ...etc. 
Figure 16 一 Campaigns Master (1) 
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“Campaign Master" 
• Captures information from the design of the campaigns, to keep track of 
activities like marketing materials sent, sent date, customer response, 
follow up actions, ... etc. and when working with information from other 
core functions, it can provide evaluation criteria for the effectiveness of the 
marketing campaigns 
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Figure 17 一 Campaigns Master (2) 
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These “core functions" should be inter-related and the information 
contained here should be able to extract and export to other software tools such 
as Word, Excel, Momaker,…etc. and be compatible with other analysis or 
reports generating tools. 
Apart from this, Mr Chan also consider to extend his business to the 
bitemet on which people get the get 24-hour booking services or making 
suggestions or complaints through his homepage. Li addition, he can also 
generate income from other sources like space for banner advertisement, 
providing channels for members to members buy-and-sale comer, book 
exchanges, ... etc. Finally he can extend his customer base to the hitemet 
users exposing and promoting his bookstore through the net. 
59 
Managing the Database 
As mentioned before, marketers should never consider their database as 
a finished product. Maintaining the integrity and ensuring that updated 
information is kept are all necessary steps to follow. With database marketing, 
the database is the asset of the shop and quality of the data determines the 
value ofthis asset. Suggested methods of maintaining the database are: 
1. Backup the database frequently 
It is a good practice to backup the information frequently to prevent data 
loss or data corruption. When to backup depends on the size and needs ofthe 
business, it can be daily, weekly or even monthly. In our case study, we 
suggest all the data be backup daily because the volume will not be very large. 
Apart from daily operations, the software and static data like customers 
information should also be backup, ideally two copies one kept at the 
bookstore and one kept elsewhere like Mr Chan's home in case of accidents 
like power shortage, machine breakdown, theft or fire. 
2. Checking and updating Customer information periodically 
Contact every customer once a year to make sure that the contact 
address/telephone numbers are update. It can be done bits by bits and/or 
together with other marketing research to update their taste and preferences. 
However, if it is too costly to do so, an alternative such as checking non-
active/salient customers is also a good idea. This act not only update their 
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information, keep in touch with them but also show that "you care" about 
them. 
3. Security control 
There should be security control like password or keylocks for people to 
access the database since it keeps the most important data there. For big 
companies where lots ofstafflike sales or customer representatives need to get 
reach ofthe data, security control can be set at different levels. 
4. Archiving outdated record 
As transaction increases, old data should be archived to free up space for 
faster and better performance of the system. Archived data should be stored 
safely on disks. They will be useful for future data analysis and review. 
5. Code of conduct 
According to the "Personal Data (Privacy) Ordinance", Mr Chan cannot 
expose the customers' information to others without getting the customers' 
agreement. In fact, selling customers' information is unethical and may affect 
the customer relationship. Mr Chan has to be careful not to violate the privacy 
act. 
6. Documentary of all operation guide and enhancement specifications 
Documentary information like operation manuals allow the system be 
operated even when the database owner and/or user has been changed. 
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Besides, since database may be expanded by adding new data items or new 
operating system, the owner must make sure that all the new developments 
should not interrupt or corrupt current operations and all database conversion 
should be carried out smoothly. Full backup before any data conversion or 
new enhancements is necessary and all the new things should be tested before 
use. It is also recommended that discovery recovery procedure must be 
documented clearly so that when a problem occurs, database owner can restore 
to the previous system to continue the business. 
7. Professional support 
The hardware, software and database design has to be maintained. If the 
software is bought or developed by software consultant, the company is 
advised to join the maintenance plan in order to get professional support for 
any system and software problems. 
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CHAPTER IV 
THE CASE STUDY REVIEW 
Building a database is not an easy task; it requires a thorough study of 
the situation before committing to any action plans. Even though the direction 
is set, it still requires careM and detail planning on how to carry out the 
database design. From our case study, we suggest Mr Chan to build his 
database phase by phase. The cost of building up the customer list is low, 
however, what it can do is also very limited. It can perform some basic, one-
time sales promotions but not relationship building because the information 
captured there is also limited. However, even the information is limited, Mr 
Chan can carry out some database activities. As mentioned above, he can 
apply the lifetime value concept as a base for strategy development, to the 
marketing program to test it before any significant amount of money is spent. 
Before acting on "hunches" and prejudices, he can do his homework and prove 
to himself, at least theoretically, whether any proposed program has the 
possibility of success. The steps to calculate the lifetime value are^ :^ 
1 • use the database to select a group of customer as the study target 
23 Arthur Hughes. "Evaluating database strategy by lifetime value." The Joumal ofDatabase 
Marketing 1 (4 November 1994) 
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2. determine how many of these customers are still buying/renting books a year 
later to calculate the retention rate. If there is enough data, determine the 
second year retention rate as well; if not, estimate it for subsequent years 
3. determine the average amount of money that these customers spend in a 
single year so as to compute the revenue 
4. determine the percentage of revenue that must be allocated to direct (non-
database related) costs 
5. determine the discount rate that applies to the business, for example, 
doubling the market rate of interest 
6. put all ofthis data into a spreadsheet like Excel or Lotus 123, projecting 
the customer lifetime value out for five years 
7. try out some "what if , analysis, experimenting with the costs and effects 
of relationship-building activities, with the goal being to build the long-
term customer to as high a level as possible. Predicted the results ofeach 
major marketing initiative before implementing it 
8. keep the spreadsheet active. After trying a few marketing initiatives, 
check their results against the spreadsheet, thereby improving the 
company's predicting ability 
To get the real essence of database marketing and perform varies 
strategic planning and marketing activities, the cost will be much higher than 
simply building up the list and the required skill level for managing is also 
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more complex. We foresee that with the use of database, there are challenges 
Mr Chan has to overcome. 
Facing Challenges 
Fear of Change 
Implementing database marketing may need changes to the current 
system, which may cause be inconvenience to both the customer and the 
company. There may be inertia to change as people already adapted to the "old 
ways". In our case, Mr Chan will be compromised to use a dual system 
(membership system and existing operation practice run together). Although 
the changes here do not impose on any customer, however, Mr Chan's 
administration will be higher in order to maintain two systems. Besides, Mr 
Chan also worried about the quality of the software house because if he use a 
poor one, everything will be wasted and he probably needs to close the 
business. 
Increased Workload 
There will be substantial increases in workload when launching 
marketing activities compared to “do nothing" approach in the past. For 
example, there will be an increase in clerical work like labelling the books, 
data input, preparing marketing materials,... etc. 
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Limited Resources 
The bookstore is just a small family business that Mr Chan tries to 
improve it. However, formulating the database with the necessary tools is 
totally out of his ability though he is computer literate of using software like 
Word, Excel, Dbase, ... etc. He has to get professional support in developing 
the database marketing software, enhancing the system,…etc.) 
Increased Costs 
Cost incurred in database design, hardware and software purchase, 
maintenance fees, administration cost, ... etc. Besides, if Mr Chan want to 
carry out some marketing activities, this also incur costs. 
Lack of Skills 
Database marketing is a "smart" and powerful tool. However, just 
giving the best hardware and the most advanced software without knowing the 
skills behind is like giving a nuclear weapon to an aborigine. In database 
marketing, there are some "soft skills" required: 
• Manage the database and maintain qualified and accurate data 
• Select target customers for marketing campaign 
• Prepare personalized letters and marketing brochures 
• Formulate marketing campaigns 
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• Analyzing and interpreting marketing campaigns results and sales results 
These skills are very important. For example, if you can't write a good 
personalized letter and present your marketing materials in an attractive way, 
there is no way to achieve a high sales target even if you have the top hardware 
and software. Mr Chan knows that he just got some but not all of these skills 
and this will be one of the difficulties he has to face. 
Difficult to Justify the Cost and Benefit 
It is no doubt that database marketing can bring along opportunities and 
benefits to the bookstore, and it can improve customer relationship and hence 
customer loyalty. However, all the foreseeable benefits are not guaranteed but 
Mr Chan has to bear the cost at once. Like other small enterprise, Mr Chan 
also has a limited budget for this. Even he can use some methods to calculate 
the costs and benefits, however, just the overhead investment is worth consider 
for him. 
Changing Image 
The existing image of the bookstore is quite old — imagine it already 
been there for more than thirty years. From Appendix 1, we can see that the 
decorations and the appearance of the bookstore is not "attractive" and 
"pleasant" to stay. If Mr Chan decided to move to phase two enhancing the 
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database, the current layout, setting, lighting, ... etc. have to be changed in 
order to match with the new image (advance, energetic and customer-oriented). 
Recommendations to the Bookstore 
As mentioned before, we recommend Mr Chan to build his database bits 
by bits where evaluation can be made before jumping into the next phase. 
Again, building the customer list can perform the following activities: 
• Segment the customers based on simple variables like age, gender, 
preferences and hobbies 
• Sales promotion by sending marketing brochures and personalized letters 
through direct mail and Internet for promotion. Mr Chan can make use of 
this opportunity to leam how to launch a marketing campaign and 
evaluate the response before committing to the next phase 
• Improve customer relationship (e.g. sending birthday card and give them 




In our previous chapters, we have talked about the benefits of database 
marketing, how it can improve the business performance and what are the 
things that have to aware in designing and managing the database. Throughout 
the case study, we bring out the concerns and problems that may encounter by 
small size business when applying database marketing concepts and techniques 
into their existing operations. 
Though there are lots of advantages that may bring by database 
marketing, however, the most important thing to bear in mind is whether it is 
suitable for your own business or not; or to what extend do you expect your 
database can deal with. In our case study, we would recommend Mr Chan to 
compromise to build up the customer list first rather than immediately draining 
all the resources into it. It is highly possible that a customer list is good 
enough for him at this moment after evaluating the cost and benefits of 
proceeding to phase two. 
We have pinpointed the things that should pay attention to like how to 
work out the data lists & collect information, how to analyze the information 
and make business solutions, ....etc. when applying the database marketing 
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approach. Nevertheless, the data requirements, hardware and software 
checklists are serve as reference here since different kinds of business has 
different emphasises and therefore the requirements may vary. Though we are 
not building the database for Mr Chan, we did suggest some screen designs for 
Mr Chan to ensure that some basic "core functions" has to be included. 
Two working principles driving for database marketing - customers are 
not equal and behaviour follows rewards. The marketing focus will be 
allocating the resources to the most valuable segment. 
Limitations 
• Lack of raw data 
Yukee has operated in its own way with no transaction records for 
many years. Though Mr Chan understand this kind of "documentation" can 
help him understand more about his business and allow him to better 
marketing plans, however, Rome cannot be built by only a few days. Up to 
February this year he hadjust accumulated three months' data which may be 
bias if we use them to project the whole year sales. The lack of raw data 
also makes it difficult to calculate the lifetime value of its customers when 
considering the retention rate and referral rate. 
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• Lack of expertise 
Though Mr Chan is familiar with software tools like MS Office, it is 
not possible for him to build the database by his own. The time when this 
project is due, we had made some designs for him, using the MS Access. 
Basic transactions or inventory records are also kept by using software like 
Access and Excel. However, the real difference of database marketing from 
traditional data records lies in the "connections" and "linkages" it tights up 
with all the relevant data sources. A successful database can provide 
accurate and qualified data immediately rather than extracting from 
different source bits by bits. This ideal database, in fact, is out of our 
capability to do for him. He has to call for outside experts to design for 
him, probably charging a high fee that he might not want to pay. 
• Conceptual framework, not implementation 
What we proposed to Mr Chan are the basic, preliminary and 
fundamental requirements he should aware in order to carry out database 
marketing strategies. There is no sufficient data for us to make further 
analysis like customer traits, consumption patterns, existing strengths and 
weakness, RFM quintiles ... etc. Therefore we cannot apply the concept of 
lifetime value analysis and predict the costs and benefits of marketing plans. 
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• Generalization 
In Hong Kong, most of the business are solely owned business of 
which Yukee is just one of them. Yukee shares lots of the characteristics of 
these small businesses but at the same time it also has its own way of 
practices. It will be bias to make a generalization of all the retails business 
in Hong Kong. I fwe can study a few more different types of retail business, 
we can have a better understanding of the opportunties and difficulties of 
database marketing on retail industry as a whole. 
• Chinese documentation 
Almost all of the books for rent or sales are written in Chinese. 
Today many software have their versions in Chinese, however, the 
reliability is not as good as the English version. Besides, most of the 
analysis tools are developed in the West where English is the standard 
language for most software development, for example, the RFM for 
Windows is an English version now under construction. Even though Mr 
Chan has the will to invest, he needs special software which is capable to 




Since the project we did carry limited data for analysis, we will suggest 
testifying our suggestions by the real transaction records, amend and making 
improvements from practical application. All the things discussed like the 
Recency, Frequency and Monetary value model, lifetime value calculation, • •. 
etc. can only be done when there are data available. Besides, the screen 
designs we proposed to Mr Chan are the prototype only, he should and he can 
make it better with the help of program developers. 
Yukee is just one bookstore located in Yaumatei, with customers mainly 
from the neighbourhood. As a small enterprise, Mr Chan does not have the 
money and manpower to open "chain" store like Yukee providing books sales 
and rental services. However, Mr Chan can in fact utilizing the Internet to 
setup the company's homepage for various business activities. This will not 
only providing convenient services for the customers but also expose it to a 
wider segment without limited by the physical location of Yukee. It can 
improve its distribution channel through its Internet selling site. 
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APPENDIX 1 
SUMMAMZED INFORMATION OF THE INTERVDEWS 
To understand more about Mr Chan and his bookstore, we visited his 
store and had an interview with him. Our questions mainly around how it 
operates, why he chose to mn a bookstore, what are the existing strengths and 
problems, what kinds of customers he has, ... etc. Since the case background 
was covered already in the previous section, therefore, we just want to provide 
some supplementary information here so that the readers can have some ideas 
how it operates. It is summarized into areas like the rental services, sales 
services, the pricing strategies and an examination of the present situation by 
the bookstore owner himself, both positively and negatively. 
Figure 18 一 Outlook ofYukee Bookstore 
:^•mmBmmmm^^:: m 
^ r o 
^^ ^^ ^^ i 
Outlook of Yukee. On the left hand side are books for sales while on the right are coins and stamps collections. 
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Figure 19 - Bookshelves 
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Bookshelves organizing books for rental. Since the space is limited, bookshelves are 
overlaying each others. 
Rental Services 
• Every time when customer borrow a book, he has to pay a Deposit and the 
rental charge 
• Different books required different amount of deposit money and charge 
differently on rental charges. How to set these amounts is based on the 
owner's experience. Besides, factors like authors，popularity, types of 
books, newly launched to the market or not, ... etc. will affect the 
calculation of the charges. The rental charge and deposit is stated clearly 
on the “width’，of the book (Figure 2 0). 
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Figure 20 一 Books for rent 
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、、32 — 8" means $32 for deposit and $8 rental charge 
• When customer return the book, he will has the deposit refunded. 
• All books except cartoons are rented on a 5-day period. However, there 
are special offers for borrowing more than one book at one time: 2 books 
can be rented for 7-day and 3 books plus for 10 days. For cartoons, all 
serve a rental period of 3-day regardless of how many to be borrowed at 
one time. 
Sales services 
• It includes selling new books like a retailer does or selling old books that 
akeady finished their rental life cycle and attracted no more customers. 
Again, it also depends on the popularity of the books. However, the 
bottom line for books selUng is the seUing price must be equal to or 
greater than the purchase price (new books); or the rental charges aLready covered the purchase price of the books. 
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Figure 2 1 - Books for sales 
| _ 
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How to determine the rental charges and the rental hfe cvcle 
• Key element in making the decision is the "Magic number，， 
• The Magic number was came from the past experience that a book should 
be breakeven after 5 rentals. Gradually it becomes more or less an 
“industrial norm" for bookstore owner to use this “Magic number 5” in 
setting the rental charges and rental life cycle 
• For example, the retail price of a book is $50. Mr Chan, the bookstore 
owner, can buy at a wholesale price of $35 (30% discount). The deposit of 
the book will then be set as $35 (which equals to the wholesale price) and 
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the rental charge ofthe book be$7 ($35 divided by the magic number "5" 
equals to $7) 
• The Magic number is subject to adjustment, depending on the popularity 
ofthe authors and the response from customers (the rent-out rate). In fact, 
it is inversely related to the popularity of the authors and the rent-out rate. 
For example, Mr Chan will reduce the magic number to 4 (hence charging 
a higher rental fee) for books that are written by famous authors since 
people are willing to pay for a higher price. On the other hand, if the rent-
out rate is low, Mr Chan will increase the Magic number to 6 or 7 (and 
hence charging a lower rental fee) in order to attract more customers. 
Like Kung Fu novels, the Magic number was used to be 5，but it has been 
increased to 7 (hence a lower daily rental charge) in order to attract more 
customers. 
• When the book will finish its rental life cycle is based on the owner's 
judgement. Usually a book will come to the end of the rental cycle and be 
ready for sale after it had been rented for 10 times or more. However, for 
some "heat" books (very popular and welcomed by the customers), its 
rental life cycle may be extended to 15 times or more before they are 
ready for sale. 
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Existing Problems 
1. Declining sales 
• More substitutes available in the market 
In the past, people spent most of their leisure time on readings 
and the major entertainment was just going to the cinemas. During the 
sixties there was only one TV channel available and the broadcast 
channels were also very limited. Nowadays, people have lots of 
entertainment for selection. The living standard of the general public 
also increased. Most ofthe household had TV set, radio cassette, video 
tape recorder or even LD-, DVD-, VCD-player, camcorder, ... etc. It is 
very common to have one's entertainment at home. Besides, as our 
society grows, more and more public amenities like libraries, recreation 
centres, gymnasiums, .. • have been built to improve the living standards 
ofthe public. As a result, fewer and fewer people will go to rent books. 
• Aging of the population 
The shop has been there over 30 years. At that time, Yaumatei 
was a young and energetic community. Nowadays, Yaumatei remains 
the same — the same old buildings and the same old business, only the 
people are no more young and energetic. Since young people usually 
have more disposable income and are more willing to spend (especially 
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cartoons), without them it is very difficult to keep the business 
profitable. 
2. No transaction records were kept. 
The operation flow was set up in thirty years ago. All the transactions 
were not record down in black and white, only the retum date was jotted 
down on a piece ofpaper that glued to the back of the book. There was 
no information about who were the best sellers, how many books to be 
purchased for first introduction or for replenishment, � e t c . All these 
were judged by the owner's past experiences only. Besides, without any 
book records, it was difficult if not impossible to tell exactly how much 
was eamed from book rentals and from book selling. Without such 
information, what are the most profitable areas of the business is never 
known. 
3. Not knowing the customer 
• No cross-selling was practised 
The bookstore owner never formally ask for individual's 
information like their taste, preferences, hobbies, interest, . •. and so on; 
hejust had some informal chats with the "old customers". Therefore, he 
cannot proactively recommending books for his customers according to 
their tastes and preferences. In fact, it is usually the customers who 
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request Mr Chan to recommend them other types ofbook after they have 
been tired of the old ones. 
. - - - . - • -
• No feedback channel provided，hence receive no suggestions for 
improvement 
Whether the customers are satisfied with the bookstore's services 
is never known because only those who are satisfied will come again. 
Besides, Mr Chan noticed that some regular customers disappeared 
suddenly and some just visited less and less frequent than before. Since 
the Mr Chan does not keep any customer information, there is no way 
for him to contact and ask his customers directly. What can he does is to 
wait passively until they come. A lot of business opportunities may be 
missed. 
Opportunities 
Despite of the problems and difficulties, the bookstore owner also 
identified some opportunities: 
1 Provide booking services to the customer 
It is not uncommon to find that it is very difficult to borrow the "heat" 
books once they published. Therefore, if the customer can make reservation, it 
will definitely increase sales because they are already on the spending list. 
2. Be moreflexible in determining the rental period ofbooks 
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Although there are already special offers for extending the rental periods 
according to how many book customers borrowed at one time, however, it can 
be improved further. For example, it was observed that most of the customers 
who borrow newly issued "heat" books usually returned within the standard 5 
days. Ifeverybody retums it earlier, the rental cycle can move faster and hence 
a higher turnover rate and higher profit. Thus, how to utilize this 
"observation" and tums it into an opportunity is one of the key concerns. 
3. Take a proactive role in doing business 
As mentioned before, the bookstore also sells books. Mr Chan usually 
sell the books to customer at a lower price in order to free more space for new 
books. Apart from speeding up the product life cycle, it also generated a 
significant amount of revenue because the books for sale not only had covered 
the cost but also generated a good retum. Mr Chan sold them out before they 
reached the declining stage of their rental life cycles in order to maximize the 
residual values of the books. Besides, it was found that the buyers were 
coming from local areas, Mainland China and Taiwan respectively. Mr Chan 
thinks that if he can has these customers' data, maybe he can proactively sell 
the books to them and hence the profits will increase. 
4. Other business opportunities 
Several years ago it was a trend for people to collect coins or stamps as 
the retum of Hong Kong's sovereignty was approaching. At that time, lots of 
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the storeowners like bookstores，stationery shops, ... etc. also sold stamps or 
coins. Since Mr Chan also like collecting stamps and coins, he also did these 
transactions at his bookstore and it really made a good profit. It was 
interesting to find that many people who like readings also like to collect 
stamps and coins. Mr Chan didn't know the reasons behind but as long as it 
made a profit, he didn't care. As the 1997 mania is over, however, this "side 
business" is not as profitable as before. 
Nevertheless, from this experience Mr Chan leamed that it may be 
possible for him to find some other business opportunities other than the 
existing book rental and sales services, like photo-taking, providing lamination 
and copying services, selling VCD,…and so on. However, he doesn't know 
whether these kinds of product or services will be profitable or will his 
customers accept it or not. 
Figure 22 - Other business ofYukee •^H^ 
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APPENDIX 2 




FES[ANCE/DEPOSIT TAKJNG COS. 1,888 
FEvfANCIAL ESfSTITUTIONS 
-Credit Cards 57 
-Money Changers/Forex Dealers 43 
-Stock Brokers 1,556 
-Commodity Trader/Bullion Dealers 147 
ns[VESTMENT 
-Investment Companies 1,747 
-Property Developers 767 
BUSES[ESS 
-Financial Consultants 281 
-Management Consultants 779 
-Personnel/ Employment Agencies 165 
-Consulates/ Trade Commissions 318 







_ Travel Agents 502 
SECRETARY 4,200 
PRDsmNG SERVICES 
-Colour Separation 34 






-Lawyers & Solicitors 2,817 









-Freight Forwarders 772 




-Removal Service 38 
COMMUNICATION 
-Advertising Agencies 1,730 
-Newspaper Publishers 359 
-Magazine Publishers 429 
-Book Publishers 162 
-News Agencies 180 
-Broadcasting/Television 245 
-Public Relation Consultants 310 
-Exhibition Organizers 91 
-Market Research 145 




COUNSULATES/TRADE COMMISSIONS 500 
IMPORTERS/EXPORTERS 12,085 
GENERAL 
-Interior Decorators/Designers 600 
-Property Management Cos 309 
-Property Agents 497 
-Restaurants 1,163 
-Health Centres 12 
_ Laundry/Dry Cleaning 34 
-Beauty Parlours 口 
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-Chemicals/Chemical Products 506 
-Electrical Machinery & Products 5，126 
-Fabricated Metal Products 1,3 3 5 
-Food 594 
-Fur & Leather 224 
-Furniture & Fixtures 71 
-Jewellery, Watch & Clocks 1,432 
-Leather Products 1,073 
-Medicine 兆 
-Metal 彻 
-Non-Electronic Machinery & Equipment 812 
-Non-Metallic Mineral Products 121 
-Paper Products 123 
-Plastic Products 1,366 
-Professional & Scientific Measuring Equipment 343 
-Printing & Publishing 526 
-Rubber Products 168 
-Textile 2,109 
-Tobacco 141 
-Toys & Game 2,184 
-Transport Equipment 16 8 
-Stationery 115 
-Sundry 彻 
-Wearing Apparel 2,786 
-Wood & Cork Products 59 
GOVERNMENT OFFICIALS 6,142 
-Works branch 101 
-Census & statistics Dept 191 
-CivilAviation Dept 473 
-Civil Engineering Dept 518 
-Drainage Services Dept 259 
-Electrical & Mechanical Services Dept 446 
-Environmental Protection Dept 492 
-Fire Services Dept 231 
-Government Flying Service 63 
-Government Laboratory 99 
-Government Land Transport Agency 49 
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-Government Property Agency 54 
-Highways Dept 656 
-Hong Kong Housing Authority and Housing Dept 1,570 
-Industry Dept 27 
-Information Services Dept 192 
-Information Technology Services Dept 312 
-Rating & Valuation Dept 197 
-Royal Observatory 78 
-Technical Education & Industrial Training Dept 2 




PRICE FOR HK LISTS 
A) Name List Rental HK$/1,000 
* Unique Mailing Lists 950.00 - 3,000.00 
* Standard Hong Kong Lists 750.00 
* Company Lists 450.00 
* Household Lists (middle to upscale apartment buildings) 500.00 
Related Add On Costs: 
Self-adhesive labels 120.00 
Cheshire labels 70.00 
Per selection criteria (min) 90.00 
Deduplication of merged lists 180.00 
Key coding 60.00 
Flagging of names 50.00 
Print out with name & business phone number only 600.00 
Print out with name & residential phone number only 900.00 
Manual Lettershopping 
Labelling, insertion of up to 3 A4 sized mailing pieces & 
delivery to post office up to 50gm per pc 210.00 
Mechanised Lettershopping 
Labelling, insertion of up to 4 A4 sized mailing pieces & 
delivery to post office up to 50gm per pc 180.00 
Optional Enhancements 
Each machine folding 30.00 
Each manual folding 100.00 
Each additional insert 25.00 
Each additional lOgm per pc 15.00 
Surcharge for plastic envelope 70.00 
Machine stamping 70.00 
Manual stamping 140.00 
Manual gluing of envelope 150.00 
Affixing of each stamp 150.00 
Manual feeding of insert (no fixed position) 50.00 
Manual feeding of name card into die-cut area 100.00 
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Names matching 150.00 
Personalised Laser Print Services 
volume discount will be offered for quantity 
over 30,000 
Laser print labels 250.00 
Laser print address on envelope 550.00 
Personalisation ofletters (feeding in name, 
address, date & salutation only) 500.00 
Laser print whole letter (each A4 sized sheet) 800.00 
Minimum laser print set up cost (flat) 3,000.00 
B) Pick Up Services 
Hong Kong Side HK$100.00/5,000 
minimum charge HK$400.00 
Kowloon Side 200.00/5,000 
minimum charge HK$500.00 
New Territories 300.00/5,000 
minimum charge HK$700.00 
C) Customer List Management 
Set-up 1 Program Charge: 
(one time charge) HK$6,000.00 up 
This includes one time computer file design and 
consultation on selection criteria and coding system 
D) Data Input 
Cost of inputting English with key coding HK$ 1,500.00/1,000 
*special discount will be offered for volume mailings 
Cost ofinputting French, German & 
Japanese names HK$1,800.00/1,000 
Updating ofrecords: English HK$1,500.00/1,000 
Non-English HK$1,800.00/1,000 
Chinese Inputting HK$3,000.00/1,000 
Transcribing - Input from Handwritten 
source document HK$1,000.00/1,000 
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E) Data Output 
Hard copy print-out charge HK$200.00/1,000 (min) 
On label format: selection time + label cost 
+ printing oflabels HK$300.00/1,000 (min) 
On magtape HK$200.00/1,000 (min) 
On floppy diskette HK$150.00/1,000 (min) 
(per diskette) 
F) Postage 
All postage charges, based on Post Office published rates, MUST be paid 
to DataTrade Limited 3 days prior to your desired mailing date. Please ask 
for Hong Kong Postal Rate Chart. 
G) Other Payment Terms 
DataTrade may also require a deposit with orders before proceeding with 
label printing. All payment should be made according to contract terms. 
2% interest per month will be charged on all overdue accounts. Cheques 
should be made payable to "DataTrade Limited". 
H) Quantity Discount Per Single Mailing From List Rental Price Only 
10.000 - 20,000 3% 
20.001 - 50,000 6o/o 
50,001 - 100,000 90/0 
1 0 0 , 0 0 0 + 1 2 % 
I) Others 
Advertising & Public Relations Agency Discount 
(on list rental only) 15 % 
List Broker Commission (on list rental only) 20% 
Accuracy Guarantee (Refund will only be made on list rental) 95% 
Minimum order: HK$4,000.00 
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Rental conditions: 
* one time use only 
* copying not allowed 
* list seeded to detect unlawful use 
* send two samples of mail pieces 
* delivery time to be mutually agreed upon 
* all shipping charges for client's account 
* purchase order required 
* deposit is required 
* postage to be prepaid before mailing 
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